
World demand for dairy products has softened in 
response to 2014’s high dairy product prices, and 
global milk production remains strong despite 
slowing in some regions. This combination, along 
with trade disruption into Russia, means global dairy 
product markets are expected to remain in surplus 
for the coming months. This will ultimately cause 
lower consumer prices, which will result in an 
increase in demand.   
 
Milk production in the European Union has started 
to slow but is still above year-earlier levels in many 
countries, and full-year 2014 output is expected to 
exceed 2013 production by 3.5%. While output 
growth will likely slow further next year—despite 
elimination of quotas—initial forecasts call for a 
1.6% increase above this year due to a bump in 
output per cow as feed costs remain low. 
 
Output in the United States this year is expected to 
be 2.5% above 2013 levels as producers continue to 
milk low-producing cows to take advantage of some 
of the best profit margins ever. Production next year 
is forecast to surpass this year’s output by 3.5% due 
to both lower feed costs and the expansion in cow 
numbers that occurred this year. 
 

 
 

 

 
 
 
 
 

New Zealand’s milk output surpassed last year’s 
seasonal peak by 3%, but growth is slowing. The 
plunge in milk powder export prices is likely to result 
in milk prices paid by New Zealand manufacturers of 
near or below $5/kg milk solids, leading to slim 
production margins. The latest seasonal outlook 
suggests slower pasture growth this summer, and 
with higher imported feed costs, early drying-off of 
herds is expected to be more prevalent. A strong 
late 2013-14 season will also affect the comparison, 
and first-half 2015 could dip below prior-year results 
in some months. 
 
Australia also started the 2014-15 year strongly, but 
this will change as the impact from dry weather 
increases. Production over the full season is 
expected to be 1-2% ahead of the prior year, but 
export growth again will be limited with domestic 
demand soaking up much of the gain. 
 
PROBLEMS IN SOUTH AMERICA 

Argentina milk output has been hampered by poor 
weather and will finish 2014 about 3% below the 
prior year. An improving feed margin in early 2015 
could see Argentine milk output move slightly above 
the prior year. However, economic turmoil has once 
again led the Argentine government to restrict milk 
powder exports by setting a floor price well above 
prevailing market prices as a way to keep the 
domestic market well supplied with dairy products 
and in an effort to prevent inflation. 
 
Improving milk output and higher product prices in 
early 2014 have encouraged Brazil to gradually 
reduce its dependence on dairy imports. This has 
caused a small reversal in the trade of butter and 
whole milk powder. Weak export prices, however, 
will stall Brazil’s burgeoning trend toward exporting 
in 2015. 
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DID YOU KNOW? 

  Due to lower product 
prices, imports to the 
Middle East and North 
Africa climbed 53% in the 
first nine months of 2014, 
the largest regional 
growth so far this year. 

 India’s exports of skim 
milk powder have 
slumped in 2014 to just 
over half their prior year‘s 
volume (130,000 metric 
tons) due to the decline 
in global prices and the 
elimination of an export 
incentive.  

 After April 2015, EU milk 
producers will operate 
without production quotas 
for the first time in 31 
years.  

 

With Northern-Hemisphere milk production past it’s low point, the dairy world is now 

monitoring growth expectations for the season to come. Farmgate prices are being 

adjusted to lower commodity prices, but the big question is when and how this will affect 

milk production. Oceania’s milk production season has been strong, but unprofitable milk 

prices will incline farmers to dry off cows earlier than usual. Adverse weather conditions 

and disappointing milk production in Latin America have left their commodity prices way 

above the world market levels. Buyers on the world market are very interested in forward 

buying, with high commodity prices of last year still in memory. Suppliers are rarely willing 

to offer forward shipments considering current, historically low market prices. With New-

Zealand leading the FCMP market, and EU most competitive in SMP, the market is 

wondering when the United States will feel the need to offer aggressively in export markets. 

Milk fat prices are lowest in Oceania, followed by the European Union. US producers are 

not competitive and seem to sell butter easily at high levels domestically. Whey prices are 

declining in the general world sentiment, but due to the Russian ban, cheese production is 

keeping whey availability limited. 

World dairy markets face two main questions headed 
into 2015: When will the market turn and how strong 
will the reversal of export prices be as the year 
unfolds? The next few months will play out like a 
major balancing act as export availability out of New 
Zealand and Europe starts to slow and market 
demand grows.   
 
Volumes purchased for first-quarter shipping into the 
Chinese market to take advantage of the quota 
window for low tariffs will set the tone for 2015. They 
will also be critical in addressing the timing of the 
market turn. While economic activity and retail sales 
in China, according to official numbers, are slightly 
lower than in the past, they remain strong. Chinese 
buyers deserted the market in third-quarter 2014, but 
others seized the opportunity to buy cheaper 
products to restore inventories.   
 
Underlying consumer demand from developing world 
markets in Asia, the Middle East, and North Africa will 
continue to require higher volumes of all major 
commodity groups.   

 

Trade data suggest weak product prices encouraged 
some discerning buyers in these regions to 
aggressively return to the market in late 2014, 
reversing the trend witnessed a year earlier when 
voracious demand from China drove these same 
buyers to the sidelines. 
 
The other wild card affecting market balance is 
Russia’s one-year ban on dairy imports from major 
exporters. The issue is whether and how Russia will 
fill significant gaps in its domestic dairy market. 
 
The local economy in Russia is steadily worsening, 
and consumer prices are rising due to its self-
enforced cheese and butter shortage. Pressure is 
thus building against any prolonged adherence to the 
formal embargo. 
 
So what is our best guess as to when the world dairy 
market will turn? Rebalancing won’t occur until the 
second quarter of 2015, but by then, world market 
prices will be on a cautious upward trend after 
bottoming out in the first quarter of 2015. 
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Hoogwegt Forecast 

$/ton $/lb Trend $/ton $/lb Trend $/ton $/lb Trend

SMP 2.425 1,10 Weak 2.230 1,01 Weak 2.450 1,11 Stable

FCMP / WMP 3.855 1,75 Weak 2.825 1,28 Weak 2.400 1,09 Weak

Butter 4.400 2,00 Weak 3.445 1,56 Weak 3.350 1,52 Firm

Cheddar 3.680 1,67 Weak 3.250 1,47 Weak 4.000 1,81 Stable

SWP 1.280 0,58 Weak 1.170 0,53 Stable

Lactose 770 0,35 Weak 860 0,39 Weak

U.S. Average Prices EU Average Prices Oceania Average Prices

U.S. prices stated ex-w orks / incl. expected CWT subsidy w here applicable; w orld prices 

stated FOB main port; EUR/USD: this w eek 1,235
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